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In late June, the presidents of the Southern Cone Common Market (MERCOSUR) and Chile
formalized an agreement that paves the way for Chile to become an associate member of the trade
bloc. The agreement is scheduled to go into effect on Oct. 1, 1996. The text of the agreement was
signed in San Luis, Argentina, by Presidents Eduardo Frei of Chile, Fernando Henrique Cardoso
of Brazil, Carlos Menem of Argentina, Julio Sanguinetti of Uruguay, and Juan Carlos Wasmosy of
Paraguay. The agreement was concluded after two years of sometimes difficult negotiations, which
were marked by disagreements over tariff exemptions (see NotiSur, 12/14/95).
At a signing ceremony, the presidents of the five countries said the agreement creates new
opportunities to expand trade and cross-border investment between MERCOSUR and Chile.
President Frei also told reporters his administration views the agreement as an important tool to
expand economic opportunities and create new jobs in Chile. "We are seeking more than expanding
commerce," said Frei. "We hope the integration with MERCOSUR countries will provide us with
new opportunities to reduce poverty levels in Chile." According to the timetable signed by the
presidents, four-fifths of all Chilean exports to the four MERCOSUR countries and more than twothirds of MERCOSUR exports to Chile will become eligible for tariff reductions of 40% or more
when the agreement becomes effective on Oct. 1. In addition, roughly one-third of Chile's exports to
the MERCOSUR countries will become eligible immediately for duty-free status on Oct. 1.
On average, duties on Chilean exports to MERCOSUR will decline to 3.2%, compared with the
current rate of 8.2%. Statistics published by the Argentine Chamber of Commerce (Camara
Argentina de Comercio, CAC), suggest that Chile's associate membership in MERCOSUR will
almost immediately boost trade between the bloc and Chile by about US$4 billion. In fact, CAC
president Jorge Fiori suggested that MERCOSUR-Chile trade would have totaled US$18.8 billion
in 1995, rather than the actual US$14.3 billion, if Chile had joined the bloc that year, as originally
intended.
Trade between Chile and MERCOSUR has already been increasing. Argentine exports to Chile
grew by 175% during the period between 1990 and 1995, reaching US$1.38 billion. Similarly, Chile's
exports to Argentina have surged by 418% during the same five-year period to reach US$587 million
in 1995. The agreement appears to provide significant benefits for certain industries. For example,
Chilean metal producers anticipate a growing market in the four MERCOSUR countries for Chilean
appliances and automobile parts.
For its part, the Argentine mining industry said the agreement creates opportunities for
MERCOSUR countries to use Chile's ports on the Pacific Ocean to ship their products to customers
in Asia. According to calculations released by the Chilean government's international economic
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relations agency (Direccion de Relaciones Economicas Internacionales, DREI), the new agreement
will particularly benefit Chilean exports to Brazil, whose duty will drop to an average 1.7% once
the agreement goes into effect. Currently, the average duty is 7%. The DREI said Chilean exports
to the three other MERCOSUR countries will decline by varying rates. For shipments to Argentina,
the duty will drop to an average of 6.2%, compared with the current rate of 11%. Similarly, the duty
will drop to 9.9% from the current 12% for shipments to Uruguay, and to 4.9% from 9% for exports
to Paraguay. From the standpoint of MERCOSUR countries, the new agreement with Chile will
particularly benefit Paraguay. According to the DREI, the average duty for Paraguayan exports to
Chile will decline to 1.1%, compared with the current rate of 11%. Import duties will be reduced
to an average 6.4% for products from Argentina, 4.9% for Brazil, and 4.8% for Uruguay. According
to the Santiago daily business newspaper Estrategia, the reduction of import tariffs will eliminate
about US$100 million in revenues collected by Chilean customs authorities annually. "Without
doubt, this will be compensated by the growth in bilateral trade," the newspaper said.
Under the timetable of the agreement, the duty-free status will be extended to other products eight
and 10 years after the agreement goes into effect. In the year 2004, duties will be eliminated entirely
for more than 50% of Chile's exports to MERCOSUR. Similarly, almost 60% of all products shipped
from the four MERCOSUR countries to Chile will enjoy duty-free status in the year 2004. In the year
2006, ten years after the accord becomes effective, almost 88% of the products exported by Chile
to MERCOSUR will be able to move into the four member countries of the bloc without having to
pay any duties. The case will be similar for almost 77% of goods exported by the four countries to
Chile. By the year 2014, Chile and MERCOSUR will begin to phase out duties for products that were
initially exempted, such as meat, rice, wheat flour, vegetable oil, wine, soybeans, certain fruits, and
automobiles.
Despite the protection on agricultural imports, however, Chile's top agricultural organizations
are pressuring the Chilean executive and the legislature to enact even greater measures to
protect producers from harm caused by MERCOSUR imports. In particular, some organizations
are concerned about the potential damage from imports of beef from Argentina. In early July,
representatives from Chile's largest agriculture organization, Sociedad Nacional de Agricultura
(SNA), called a news conference to present a set of demands to the Frei administration and the
legislature. SNA vice president Manuel Riesco warned the Frei administration and legislators to take
concrete steps to protect Chile's agricultural sector or face the consequences in the next election.
According to Riesco, the organization is also seeking a special designation for agricultural regions,
which would become eligible for special government assistance in cases when imports of produce
from MERCOSUR cause harm to the country's agricultural sector. Under the SNA proposal,
producers in these regions would become eligible for dollar-denominated loans, subsidies for
imports of fertilizers, and the elimination of tariffs for imports of inputs and capital goods required
for agricultural production. Meanwhile, in addition to Chile, MERCOSUR is expected to finalize
a similar agreement with Bolivia in the short term, in what some consider the next step in the
formation of a trade bloc comprising most countries in South America. "We hope the accord with
Chile and the pending agreement with Bolivia are the first steps in the creation of a commercial
relationship of historic proportions," said Agustin Espinoza, Uruguay's principal representative to
MERCOSUR. According to some trade analysts, the Bolivia-MERCOSUR agreement will probably
be completed before year-end 1996. The two sides, which signed a preliminary accord in December
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1995, had originally targeted completion of the full text of an agreement by June 1996 (see NotiSur,
12/14/95).
Still, negotiations appear to have advanced enough to complete an agreement by the end of
the year. In fact, Bolivian President Gonzalo Sanchez de Lozada was invited by the heads of
state from MERCOSUR and Chile to witness the signing of the Chile-MERCOSUR agreement
in Argentina. Espinoza said the agreement with Bolivia will be followed by negotiations with
Venezuela, Colombia, Ecuador, and Peru, possibly during 1997.
In the past, MERCOSUR had also suggested the possibility of negotiating an agreement with
Mexico, but this possibility has been placed on hold because of opposition from Brazil. Brazilian
officials are concerned about what they view as "inconsistencies" in Mexico's trade policies. "There
is no political decision to promote an agreement with Mexico," a Brazilian official told the daily
business newspaper Gazeta Mercantil. Brazilian officials offer various examples of Mexico's alleged
trade "inconsistencies." For instance, Mexico recently granted trade concessions to MERCOSUR
member Uruguay while declining to offer the same benefits to Brazil, Argentina, and Paraguay.
Meanwhile, the text of the MERCOSUR-Chile agreement also offers Chile wide latitude to continue
trade negotiations with other countries, especially the proposed Chilean membership in the North
American Free Trade Agreement (NAFTA). Chile has suspended talks on NAFTA accession this
year because of the refusal of the US Congress to grant US President Bill Clinton "fast-track"
authority to negotiate agreements that will not be amended (see NotiSur, 11/09/95). US and Chilean
officials believe negotiations could resume after the US presidential election in November.
In the meantime, Chile is pushing ahead with negotiations on a bilateral agreement with Canada.
Chilean and Canadian officials met in Santiago in early July for their fifth round of negotiations on
the accord. Sources close to the meetings said the principal topic discussed at these negotiations was
tariff reduction. [Sources: Copesa (Chile), 07/03/96; Spanish news service EFE, 07/09/96; Periodico
Los Andes (Argentina), 07/10/96; Agence France- Presse, 07/08/96, 07/09/96, 07/11/96; El Financiero
International (Mexico), 07/15/96; Estrategia (Chile), 06/25/96, 06/26/96, 07/01/96, 07/02/96, 07/05/96,
07/08/96, 07/11/96, 07/17/96, 07/18/96]
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